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ABSTRACT 



Under the Federal Communication Commission's (FCC's) e-rate 
program, schools and libraries can receive discounts from vendors on the cost 
of eligible telecommunications services, Internet access, and internal 
connections (the equipment needed to deliver these services) . The discounts 
range from 20 to 90 percent, with higher discounts given to applicants in 
low- income and rural areas. The Universal Service Administrative Company's 
(USAC's) Schools and Libraries Division (SLD) is responsible for carrying out 
the program's day-to-day operations. To obtain e-rate support, eligible 
schools and libraries must submit an application to SLD specifying the 
services they wish to purchase, how much discount funding they would need, 
and the vendors they have selected to provide the services. In the December 
2000 report on e-rate issues, data were included on the amount of program 
funds requested, committed, and approved for payment during the first 2 
program years (1998 and 1999), broken out by state. Funding commitments for 
the third program year (2000) were not yet available because SLD and the FCC 
had not finished making all of their commitment decisions at the time the 
review was concluded. State-level data is now provided on: the amount of 
funds requested and committed for all 3 program years and an update on the 
amount of committed funds approved for payment during the first 2 program 
years. In addition, a preliminary estimate of the amount of e-rate funding 
requested for the fourth program year (2001) is included. A letter at the 
beginning of the document from Stanley J. Czerwinski, Director, Physical 
Infrastructure Issues, discusses the results in brief. Six tables provide 
data on funds requested and committed for all the program years. The first 
appendix provides data for each state on funding requested, committed, and 
approved for payment for years 1998 through 2000. Copies of FCC's and USAC's 
comments are included in the second and third appendixes. (AEF) 
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A 

GAO 

^^^^^^^^Accountabiiity * Integrity * Reliability 

United States General Accounting Office 
Washington, DC 20548 



May 11, 2001 

The Honorable Judd Gregg 
Chairman 

The Honorable Ernest F. Hollings 
Ranking Member 

Subcommittee on Commerce, Justice, State, 
the Judiciary, and Related Agencies 
Committee on Appropriations 
United States Senate 

As you know, the Telecommunications Act of 1996 expanded the 
traditional definition of universal service — affordable, nationwide 
telephone service — to include eligible schools and libraries. 1 Among other 
things, the act authorized the Federal Communications Commission (FCC) 
to implement a program to assist these institutions in acquiring advanced 
telecommunications services. Under FCC’s program, (often referred to as 
the “e-rate” program), schools and libraries can receive discounts from 
vendors on the cost of eligible telecommunications services, Internet 
access, and internal connections (the equipment needed to deliver these 
services). The discounts range from 20 to 90 percent, with higher 
discounts going to applicants in low-income and rural areas. 2 FCC 
appointed the Universal Service Administrative Company (USAC) as the 
program's permanent administrator, although FCC retains responsibility 
for overseeing the program’s operations and ensuring compliance with its 



Generally, educational institutions that meet the definition of “schools” in the Elementary 
and Secondary Education Act of 1965 are eligible to participate in the e-rate program. 
Libraries eligible to receive assistance from a state’s library administrative agency under 
the Library Services and Technology Act are eligible for support unless their budgets are 
part of a school’s budget. Individual e-rate applications can cover single schools or 
libraries, whole school districts or library systems, consortia, or schools in entire cities and 
states. 

2 The program measures how economically disadvantaged the schools and libraries are by 
the number of students eligible to participate in the national school lunch program. Urban 
and rural designations are based on the Metropolitan Statistical Area (MSA) listing. 
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rules. 3 USAC’s Schools and Libraries Division (SLD) is responsible for 
carrying out the program’s day-to-day operations. 

To obtain e-rate support, eligible schools and libraries must submit an 
application to SLD specifying the services they wish to purchase, how 
much discount funding they would need, and the vendors they have 
selected to provide the services. SLD reviews each application and 
commits (i.e., sets aside) program funds for eligible requests. If the total 
amount of program funding requested by all applicants exceeds the 
program’s funding cap (currently $2.25 billion annually), priority is given 
to supporting requests for telecommunications services and Internet 
access. Any remaining funds are then used to support internal connection 
requests, starting with applicants with the highest discount level (90 
percent) and moving downward through lower discount levels until the 
available funds are committed. 

Schools and libraries do not receive funding directly from the program. 

The committed funds are held by USAC, which reimburses vendors 
directly for the discounted portion of the e-rate-approved services that 
they provide. In accordance with its internal control procedures, SLD will 
not approve payments of committed funds until (1) the applicant submits a 
form certifying that it has begun to receive e-rate-supported services from 
its vendor and (2) the vendor or the applicant has filed an invoice form 
requesting reimbursement for these services. Once SLD reviews these 
forms and approves payment, USAC disburses program funds to the 
vendors. 

In our December 2000 report on e-rate issues, we included data on the 
amount of program funds requested, committed, and approved for 
payment during the first 2 program years (1998 and 1999), broken out by 
state. 4 Funding commitments for the third program year (2000) were not 



USAC was originally established as a subsidiary of the National Exchange Carrier 
Association (NECA) to administer the high-cost and low-income universal service support 
mechanisms. USAC currently performs billing, collection, and disbursement functions for 
all universal service support mechanisms, including the e-rate program. These mechanisms 
are funded through a universal service fund. Under the act, every telecommunications 
earner providing interstate service must contribute to this fund, unless exempted by FCC. 
The Commission also requires certain other telecommunications service providers, such as 
pay phone service providers, to contribute to the universal service fund. 

4 Schools and Libraries Program: Application and Invoice Review Procedures Need 
Strengthening (GAO-0 1-105, Dec. 15, 2000). 
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yet available because SLD and FCC had not finished making all of their 
commitment decisions at the time we concluded our review. After 
subsequent discussions with Subcommittee staff, we agreed to provide 
state-level data on (1) the amount of funds requested and committed for all 
3 program years and (2) an update on the amount of committed funds 
approved for payment during the first 2 program years. In addition, we 
have included a preliminary estimate of the amount of e-rate funding 
requested for the fourth program year (2001). 


Results in Brief 


Requests for e-rate support have increased steadily from year to year since 
program funding began in 1998. For the third and fourth program years, 
total requests greatly exceeded the program’s current annual funding cap 
of $2.25 billion. For the third program year (2000), the requests exceeded 
$4.2 billion. Although SLD had sufficient e-rate funds to support all valid 
requests for telecommunications services and Internet access for the third 
year, it could not support requests for internal connections from 
applicants with discount levels of 81 percent or lower, leaving nearly $2 
billion of the $3.2 billion requested for internal connections unfunded. For 
the fourth program year (2001), SLD estimates that applicants requested 
nearly $5.2 billion in program funds as of April 17, 2001. This estimate is 
subject to change as SLD reviews applications to eliminate invalid requests 
and accepts additional applications postmarked before the deadline. 
However, it appears that a large proportion of the nearly $3.5 billion in 
internal connection requests may go unfunded. 

Data from January 2001 indicate that more than $880 million (24 percent) 
of the $3.7 billion committed to applicants for the first 2 program years 
remains unused. This is a decrease from $1.3 billion in unused funds (35 
percent) at the end of August 2000. Funds that are committed, but unused, 
are held by USAC in interest-bearing accounts pending requests for 
reimbursements. FCC and SLD have taken steps to reduce the mount of 
committed funds that go unspent, including canceling the funding 
commitments of second-year applicants that have not confirmed that they 
have begun receiving services associated with these funds. Commenting 
on a draft of this report, FCC’s Managing Director agreed with our analysis 
and provided some updated information. For example, FCC stated that as 
of April 2001, the amount of unused funds had decreased further to $774 
million. USAC’s Chief Executive Officer commented that our report 
provides a useful update, and she also clarified USAC’s policy on how it 
maintains its data. Copies of FCC’s and USAC’s comments are included in 
appendix II. 
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